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DATA EELATIVE TO WITHHOLDING PROVISIONS OF 

im REVENUE ACT 



F&I2>AY, AUai7ST 21, 194d 

United States SfikATE, 
Subcommittee of the Committee on Finance, 

Wmhington, D. C. 
The subcommittee met, pursuant to adjoununeiit, at 10 a. m., in 
room 312 Senate Office Building, Senator .Bennett Champ Clark 
presiding. 

Present: Senators Clark (presiding) and Danaher. 
Senator Clark. Dr. Jacobstein, will you identify yourself for the 
record, please. 

f 

STATEMENT OF METER JACOBSTEIN, OF BROOKINGS INSTITTJ* 

TION 

Mr, Jacohstein. Mc^yer Jacobstein, On the staff of the Brook- 
ings Institution. 

Senator Clark. All right, Doctor, you may proceed. 

Mr. Jacohstein, Mr. Chairman, neither Dr. Hardy nor 1 havo a 
written or prepared stat<»ment this momine. 

Senator Olark. We would be very glaa indeed to have your oral 
statement. ^ 

Mr. Jacohstein. We were called into this situation rather sud- 
^denly, as Senator Danaher knows, only yesterday for the first time. 
As tne r(»sult of our very informal discussion yesterday it occurred 
to the Senator that such observations as we have math' in connection 
with our other studies 'might be helpful to this committee, and 1 am 
very glad to be here to present those views, I would rather Dr. 
Hardy would discuss the technical aspects of the question raised by 
Senator Danaher, that is, the advisability of using tiie coupon system 
as a means of mopping up purchasing power That is, I think, 
Senator, a correct statement, the use of the coupon system bascci 
upon purchases made by the consuming public. I would like to 
make a general statement and then turn the matter over to Dr. 
Hardy who is a tax^^xpert, and I am not. I have studied the ques- 
tion in a general way. 

It is obvious that it is necessary to mop up the excess purchasing 
power of the community, not only because of |ts effect on the price 
situation but because the Treasury needs the money and nc(Kls it 
quickly. Obviously if the Treasury can collect from* the consumers 
as the purchases are made the Treasury has the use of those funds 
long before it would obtain thorn by the' income-tax metho<l. 

Now, there are many ways, of course, of mopping up this" surplus 
purchasing power. The income tax, unfortunately, <loes not reach 
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taigo groups of people: It does not reach the farming group, it does 
not rf«cli the; low-mcome group, and in many instance it does not 
n^ach even well-to^o peoftfe who live on capital and annuities of 
various kinds who do not come within certain income bnu^kete^^^ 

Then, there is, of course, the sales tax w a method. We will not 
<liscuss that this mornings since apparently! Uiat is out t>f the picture 
for the moment, but that, from my stanapoint, is a very effective 
w^ of moppiiijg up some of this excess purohasing power^ 

Then, there is the withholdmg.tax at the source based on pay rolls. 
Unfortunately, th^re again there are many people iti^his country who 
are not on pay rolls. The fanners are not on pay rolls. There are 
a great many people who get income from investments Uiat are not 
on pay rolls, annuities, and what not. So, the pay roll as a means of 
n*aching this excess purchasing power is not all-inclusive, it does not/ 
rover every IkmIv. , 

If you wtait to mop up purchasing pow3r the thing to do is to go : 
after purchasing power. When a man l>uy9 anythmg that is the 
time to Tollect'the money. In other words, <H>n8unmtion, as I see 
it, is a basis of reaching the widest number of people. In the Sena£tor's 
memorandum, which I saw, consumption is advocated by the Senatior 
as a basis of reaching the widc»st number of people in au groujps^ and 
it reachcjs every bociv alike. That is, it reaches the farmer as well as 
the workingman who escape the payment of taxes today. That is, 
thev efirn too little to be reached by the mcome brackets, and in thV 
<-ase of the farmer, in most cases they are not reached at all. — 

S(»nPtor Clauk. Doctor, what this plan is, it is essentially a eom- 
piilsorv suvinirs plan bused cni sjdes tinx methods, is it not? 

Mr. Jaco'hstein, I shouhl say that is a fair description of it, yes. 
It is the us<* of a sal<*s tax method without being a tax. ' 

Senator" Ci-AUK. So far as the impact on the public is concerned, 
it is prer-isely th(» same as a saiK's tax, except you give the monvy 
hack sometimes. / \ 

Mr. Jacohstkix. That is right. That is a very fair etatement, I 
think. Senator Dannher uscnKthe word "self-assc^ment." If I buy 
a dollar necktie I pay $1.10 under his plan. 

. Senator Cl.vuk. Of couise, yon <\o that with the saW tax, too. 

Mr. Jacobstein, You dd that with the sales tax. 1 might sav 
iu>\v, :is I snogested yestenlay. tliis su{2g;(*sted method lends itseff 
to a combination of both, so wlw^n I pay 10* cents on the dollar for 
Ihe necktie, I might get the 10 cents back at some future timjc by 
means of a coupon which is redeemable and exchangeable for some 
Government stamp or Iwnd, or I might get back not the 10 cents 
but 5 cents, 5 cents being permanently held by the Treasury. So 
that this coupon method, as I See it, can be used as a withholding 
tax base<l on consumption, and may be combined along Mith a sales 
tax. You can do^ both things. The only difference here is that you 
are using consumption ratlier than the payroll as the basis of collecting 
the tax, as distinguished from the withnMding tax as generally and 
conventionally understck>d. A withholding tax is usua% . withheld 
at the source. Here you withhold it not at the manufacturer's end 
but at the retailer's end. You are using the* retailer instead of thejj 
manufacturer to siphon off several billions of dollars, depending upon- 
the rate of the assessment of a tax. 
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I think this coupon method ought to foe discussed not as against 
any otherrsystem. It may be that several systems can be used. Anj 
one of them might be very useful to the Treasury in accompltshii^ thisi 
purpose. But lookii^ .at* the coupon system by and of itself, it seemsj, 
to me that it is a woraable method of reachii^ tJie Jaigest number of ^ 
people quickly, for siphoning off purchasing power into the Treasury 
from day to day, or week to week, ortslonth to month; and it has that 
advantage. * I . 

Now, there is an aspect to this cmestion which -was nott>r6ught out: 
in the original memorandum which would make the scheme perliaps 
a little more palatable if certain tleductions wei^ made by any method, 
either by the withholding tax method or direct Sales tax method or by 
Senator Danaher's prot^sal, and that aspect of the question I will 
leave to Dr. Hardy to discuss. It is his original contrioution. 

I think that covers the general statement that I wish to make this 
morning, Mr. Chairman. 

Now, I would like to ask Dr. Hardy to present his views, unless you 
want to ask some questions, Senator. 

, Senator Danaher. Just one.- It is A fair summary that as the 
result of such consideration as you and youF^lleague have given to 
the coupon method, it is a workable proposal irrespective of the ques-, 
tion of policy involved? - 

Mn Jacobstein. That is right. 

Sienator Danaher. All right. 

Senator Clark. Dr. Hardy, the committee vould be very glad to 
hear from you. 

STATEMENT OF CHARLES 0. HARDY, OF BROOKINGS INSTITUTION 

Mr. Hardy. First, just to avoid confusion, I notice that Dn 
Jacobstein has used the word "coupon" where Senator Danaher has 
used the word "stamp," I prefer to use the»wwd "stf^mp," because 
I am using the word "coupon" for another thing in the plan that I 
have been workiii^ on, namely, for the purpose of providing an exemp- 
tion from the tax or forced loan, either one. 

Now, as has been stated a moment ago, this is a forced loan, using 
the mechanism of the sales tax both for distributing the burden arid 
for the mechanics of collection: It should be pointed out, I think, 
that you can do the same thing with the mechanics of any other tax ; 
that fe, under the income tax you can give out bonds or coupons 
redeemable in bonds instead of giving receipts for the income tax. 
You can do that, as far as I can see, with any tax, for the whole schedule 
of taxes. 

I would like to sav just a word on the result of doing it this way as 
compated with making it a tax and calling it a day. The basic 
necessity of running tliis system, either out of taxes or forced loans, 
one or the other, is simply, in effect, tliat we havie to bring about a 
readjustment of consumption in the country to the amount of con- 
sumers' goods and services tliat we can spare the resources to produce 
imder war conditions. First, we have got to devote our productive 
enei^es to the war. If we do not devote a large part of the purchasing 
power correspondingly to the war, then we have got the choice of 
either making the adjustment by an inflationary rise of prices, which 
is also a form of sales tax only it is paid to the dealer and producer 
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insteail of being paid to the Gk>yenimfliity.br you cau use the me!idtaosam 
of the sales iax, as far as I can see, hjr mopping up the incrMsed xmi*-- 
chasing power that is created by tl^ rising amount th^y receive in toeir 
pay cheeks. ^ - • * 

If you do not jlo that, the only other alternative, as far as I^n see, 
is the plan that the O. P. A. is working on now, holding down tlh^ 
pricra while the incomes go tip, and depending upon people to n^lce a 
quasi- voluntaiy saving, because they haven't anythmg to spend the 
Aione^ on. The thing that bothers me ab^^ut tfak pn^ram ki the 
- objection to carrying this principle too far in your mcsl system, tht 
phnciple in Senator Danaher's stat^oent. That is, when you do 
that either by forced saving, by ffie issue of stamps in lieu of tax 
receipts, or do it by the O, P, A. method of setting on a price lid and 
letting the incomes go out of al^nment, yoli are just oefening the 
problem. You are saying at this time, "We can give our people as 
much purchasing power as they could spend in &e al^nce of the 
present fiscal conditions, and although there is nothing to spend it 
on we are letting them store it up until some future time,." If that 
is done in the right amount the result as pointed out* a moment ^ 
ago, either by you or Mr, Jocobstein, the result mav be to provide a 
backl(^ of purchasing power at a time when, after the war, you might 
have a deficiency. On the other hand, if the money is stored up, 
whether it is in the form of these stamps or in the form where people 
haven't spent it because they have had no way to spend it, in either 
case if it is too large a proportion you are going to have the problem, 
whenever you do turn it loose, that you have now in the other case^ 
namely, of having a lot more purchasing power than you have goods 
and services to make it good with. 

That is the answer, I think, to the question that might be raised as 
to why not carry this principle through and apply it to income tax, 
corporation tax, and everything else. 

The purchasing power that we are trying to naop up now flows out 
of the current level of production. A lot of that income is generated 
out of the production of things that we cannot consume. Now, when 
it comes to that hoped-for period when yoi^ are going to be able to, 
allow people to cash in these stamps, or the bonds they get for these 
. stamps, or let them cash in the baiuc deposits which are piling up now 
"because of the relative suc<Jess of the O. P. A. program, you have a • 
situation then in which the current production of 1945, let us say> is 
all of it matched by income which it generates, and in addition to that 
you have got all the income that is turned loose out of this stored-up 
category. I hope I have made myself clear on that. It is exactly* 
the same problem whether you do it this way or whether you do it by 
the O. P. A., program, assuming the^O^J^xA^-l^^^itoi is adminis- 
tratively enforceable over a long^^^igriod. ObviouslyXthis has the 
advantage that this definitely sew% up the purchasing ppweivin such 
a wav that it cannot be releas^ untu we discover the proper period 
to release it; whereas, the O, P. A. program does not sew it up at all, 
it leaves it to each individual to accumulate it in his baidc balance, 
or his sock, in QortiS way or another, At sknply prevents him from 
spending it by cutting off the outlet. Do I nrake myself clear? 

Senator Dana HER. Yes. , 

Mr. Hardy. Coming to the other qtiestion, it seems, M Dr. Jacob- 
stein has said, perfect^ feasible to make these stamps wmch a person 



gelr lit ;«idEd^ for a mira^^ lak weiiBi^ )^^^ 

np ht^ wijpte half of it^tc^ 

enoii^ for th^ person b» aaoi im 
g^yeB hsm the stani]^ Tlqtt was ihe line we 
yeiy gixadl redemptibb ^alu^; sUnp sM m m^ 

tile achom is |u»t |he siiiine wUciaieir is 5 jHWt^n^^^ 

r^CTiipmon or 100 per^ in ^ihe mtit&t oi Uiesb coupons 

or irt Qc^yertmenC bonds. - Of conree, as 1 said a iopmeirt 
' vipu^y if there coiaes a period when purohasing: jw^wW se^ 
deficient m the market you have got the possibility then iJirtei* a 
redemption, of these things is putting a lot oi money into eirculatipn 
mstead of doing it through the^ W Hffici^t spendk^^^^^^^ 

* any olJier iaort. * >^ - ^ ; v: . ; . 

I think it has a great advantage overlbhe usuid deficient spending' 
pn^gram. This progrant just postpones/ the, probleidtt of adniinistra- 
; tiop^ m deeding how nmch pt^rchawig power is available to-release 
and to what extent it will weale the old wiurtime iiiflatipn over a^iin. 

Senator D anahbr. Let me ask you tJiis^qui»tion: Considering the 
;withholdmg tax, regardless of the rate,* whether it fe 5 percent dt 19 
peit^nt is inmiateriial, simpl^^ the Treasuiy Withholds it curra^tly and 
applies the proceeds i^inst the tax due in a giyen year, under the 
proposed wi^ plan that came jfrqm the House : 

Mr. HAjfDY. The dcdiiction froin salaries and interwt, and so ottf 
atthesource? ' ./ ^ ; 

^ Seiajitor Danaher. Yes, ^ r - / ■ ' 

: Mr- Hardy, Yes. / ^ ^ " ' ; 

Senator Danaher. That is a currently applied method of withT' 

* drawii^ so much of the consumer pim^hastng power as is represented 
by the'tax collected or withheld. ' 

* Mt, Harpy; That is right. > • • / 

Senator Danah«r-. And thi^ implied as ngainst the £ax <lue- 
Mt. Hardy. Yes- ' . . - 

Senator DANAtiBR. - Wheieas, .under this proposal which I hW asked ^ 
Dr. Jacobsteiii to canvas^ with; you gentlemcHti^ ypu not oi^^^ 
acciimtdating for the TWteury cuirently perhaps $5.{W0,000,WD^^ a 
year, but you are accumulating it year after y6ar, that is, you are stilt 
^thholding ccnMtantly from the markA so miich of tlie amount vdth- 
; held as is not necessary to be applied in reduction of taxes currently 
due. Do you foUow me there in that cohtras^^^^^^^ 

Mr. Hardy. I do not4>efieve I do, Senator Danaher^ 
TiSeilator Dakahsr. 1 miglit restate it. We are agreed bn my de^^^ 
/ nilidn of the^Msenc^ of the iappUcat^^ of the withholdiiig tax^ ppo- 
visi<ms, are We not^ - 

Mr; Hardy, The wiihhdding lax provision has the effect of wifli- 
hcid^g piirchaiBii^^^ p^ the tii^e the income is fealtzed rather 

tfewn ayear heu^ through the incoine taa^ st^uctu^ 

Senalw DANAttRR, And if it^ in effect oidy 1 year it ^j^^ 
app^ oiity 1 year? 



^^Mi/ if it *^€TO^^^ m ^ifl^s^ 

Mr: H ARDT. Jt se^pms to me l^e isssenlial^^^d^ is that'i^e %iih- 
holding tax |ilfm iqfpli^ atvllie ^nt orrec(n^ 
:applies iftt tte point of expmditure of iii^ ; * ; . " ; ■ r 

■ : S€*iat6r Ci*ARK,^ Of cpiirse, you -wittthpld not <ud^ from taxpayersr 
but nodiaxpiiyers* ■ * ; v; ^ : v 

Mr. Hardy. Yes. To my nund that iS the :^i?i^t^ aigum^t' in/ 
f avOT either of this plaii or of a-straight sales tax, t^ ,9ie in<x>nie 
tax misses^ and particularly ^ ^idtlUiol^^ 
erablct fjractioji of consuming power ia the 
point is frequenUy oyeHooked.cmd greatlr^ mdc^timati^^ w 
is iJie people who are living off capital miner tha^ 

id of ten assum^ that l£ai consists of just a few very rich people- 
It is not just ajew very rich pepirfe- If you are yeiy rich you can^ 
\ite off the' in<itric pf your cM>itol/but th^ ^«e are 
have xetired, who are uvii^ off of their lifetime savings, who ma^ 
show an income of $5,000 but who are. spending seveio^ liundi^d 
.tlldusahds of doUars a year^ b^use, tt^y have sayed a god^ Piiany 
years to provide fw^iar expenditures.. ; ^ 

TJien ypti have the people who are h vip g off the proceeds of iiisiir- 
ahce policii^, {lieople who are unemployea-biit wiio are well mough 
iixea sb UiejT do not wony about it/ about being imeniploy^^^^ 
tha4 group is totally exempt uii!der anjr such income-t&»|:8*»heine, 
wheUier it is levied at the source or levie4 in the usutbI w^ 
does jfiot make a great deid of difference tmdex ordinary peac^ 
conditiorts, but it mak&^a great ded of difference we consider 
groups that receive half the national incomci becajise wi! are reaching 
the point where the curtailment \>f somebody's consumption has to 
be vexy marked. Whether we do it by taaati6n,/or ¥^ 
postpone tibc i>owcr to comume b mum jeBs impor 
importance of spreading it so that tio cosraiderable group b eXempt 
fi^m it/ I think the gneat advantage of this plia» and m^^^^ 
sale&ftax plan over the ptfth we ti^e today is tnkt Uiiere is nobody of 
consnmptive ability that is exempt horn it. Maybe . you do want 
to exempt a certain amount of coiisunipfsye abihty, namely, that 
at thfe very bottom. That is; whci'e my^ coupon plan was ihten^^ 
to meet the objection to the sales tax/ . ' /^ " 

Senator Danaher. Will you suspend for just a minuted 

* I want to Sicnator Barkley is caffi be' 
iiigbtback. ' - / >^ * 

.Mr/ HARnv. Yes. . - * 

* (Short intermiteionj) \, 
Seniitor Clark. AU rights I>octoi*/you may piroc^ / 
Mr.- Hardv.^ To close the- point t iv'as ma^ng' lit^ reg:^d t6 jthe 

advantage of assessing tih$ tax or loan/ whatever .jo^ u^^ aiB^ 
it oh the basis of consumption, I pbittt buf' that there it^e^^^^^^ 
people living off of capital/ * You dso iMive ti^ iu^unt f^^^ 
thi^here are a good many people who, m a |^vm yctf^^ 
capital losses titat wipe^ dtit their tax UlJbqlity' 
.may mainl^ thfdr ordinary Uymg out of 4^ 

X m^^ 

it' would appear m on^ the ;a;m4^ n^gatrre 
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Come for tax purposes but have to report, >%:ith gross incoiniN^ large 
enough ^ they have to Report, pi*obaUy have $20,000 or $30,000 
normal income just on the basis of the proportion of rent and 4ivi* 
dends, and other types of income in the gross. ^ ^ 

You also have got the case of farmers \i%om it isfiotoriously difficult i 
to reach on income taxes, unless they are veiy well-tOHlo farmei's, 
or the small businessman whose i>ookkeHeping methods , and tho^ 
difheulties of auditing them on the part^ot the Treasiuy ai-e such- 
that he may be paymg very much less than his income' justifies,, 
along with the notorious difficultyof reaching skilled labbr if it cliangti;^^ 
jobs often ertough so* as not to appear ui fonns reported to the Treas- 
ury. You have got a big class of confeumption- here,*I should say 
half of the consumption of a normal year that is not reached by 
income ta^ with an exemption of $1,500. ^ 

The thin§ maV be summed up in saying the purpose of your iis«al 
^stem is duwtly to r^ulate, curtail, or restrict consumption. Tlie 
logic that is in favor of it relates directly i to the consumers' expendi- 
ture^ rather than indirectly to the incorai whiWi tlirows"light on his 
ability to consume and not on his actual constunption. I think it is 
all in favor of the retail sales as a basis of assessment, whefher you use 
it in your form or the tax form. 

I will come to the objection to it, and that is that it tends to fall 
most heavily on very low incomes, because a higher pro^rtion of 
those incomes is spent for consumption, which is the thing that I think 
has stood in the way of a broad use of this metliod of assessnient in 
Federal taxes. That, I think, can be met by the use of coupons. 
This is not cashed in the sense of a sti^np that you h&xe used up, but 
an. exemption coupon, or it could be done alternatively by a food 
exemption. I have made some estimates. These are based on 1941 

f rices, and they would be a little higher in the case of present prices, 
have made some estimates on how yoU come out when you make 
an attempt on an assessment of consumptive expenditures designed 
to raise $5,000,000,000 with different ways of taking care of the very 
low income. ; - 

If you ignore the problem entirely, just make it bn all sales, exempt- 
.ing medical expenditures and rent and practically nothing else, housing 
and medical care, education— to raise $5,000,000,000 without iJny 
exemption you get a rate of 9.4 percent. To do it with an exemption 
of $200 for each single consumer and $350 for each family— that does 
not inean an exemption of that amount of tax but an exemption of 
thfit amdiint of income, then the rate would be 12.2 percent. 
/^Senator Clark. How much. Doctor? , * - . » 

Mr. Haroy. 12.2 percent. To do it \^^ith an exemption of all food 
sales^ in addition to all the other exemptions^ you would neetl 15,4 
percent on the rest of the expenditures. . ' 

Senator Clark. .Yom* first su^estion was to have a flat exemption 
of $200 on aU purdbases? 

Mr. Hardy, That was tlie second. Tliat is the one , tliat gets 
12.2 percent. If you have no exemption whatever you wouhl r^qm^e 
9.4 percent. 

Senator Da NAHSR. That is on 1941 prices? 
Mr. Hardy. Yes. . 
Senator Panaher. Thank you. - 

Mr. Hardy. The mechanics of giving that cjxemption r will come 
back to in just a moment. *The principal differehci* it makes is to tho 
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incomes under $500\ but of which we estimated that the ctirrent^ebn- 
sumption in 1941 amounted to between a biUion and a quarter and a 
billion and a, half dolla^. Without any exemption and with' a 9.4 
rate that group would pay $123,000,000, or 9.1 percent of its incoHfie. 
Tho'diffoijencc between- 9.4 and 9,1 is the housing expen^Hut^t^iefly. 

Of course, we have to assume that these people spehd 
^ their incomes on the average. It assumes that a lot o^t|eopa ard 
living off of capital and living off of creditors. ^ 

With the exemption of $350 for each family you would only t^dW 
a burden of $21 ,000,000 instead of $123,000,000 on ih^ jgroup.beloi;* 
$500, and vou would really make very little diffefeni* to the rest: <rf the 
groups. The rise in the rate about offsets the Deduction in the ex- 
, penditure. For cc*rtain groups it works out a little bit one way and ' 
, other groups if works out a little bit the other way. 

For the people with over $10,000, it is the difference between 
$655,000,000 and $663,000,000. That is all the; difference it makes, 
but it does make .a co#|siderable saying in relatiYe terms below $500, 
and that spreads tliv saying over' the rest of the communitv as a slight 
addition. \ , : : ^ ^ 

The thinl method, the exemption of food, works out as'an4nter- 
niediate, $81,000,000 as compared to $123,000,0^ on the very low-r 
income group. As a mattiT of fact when you cfeme above the $5do 
iticome it does not malie very much difference. . For instance, $500 

$1,000 in<'oni<», as we estimate it, would pay, withoyt any exemp- 
$494,000,000, and with the $350 exemption it would pay $398,- 
OOO.WHK and with the iood exemption it would pay $383,000,000. 
That isSiot a very big difference when it is spread over the number 
of incomes that there are in that group from $500 to $1,000. It is' a 
difference betw(»en the 4.8 income tax, 5.6 income* tax and 7.2 incomp 
tax. As you gel up further in the scale it makes less and less difference. 

The mechaiiirs Of the food exemption, of course, is oln-ious enough. 
It <lo<*s create a proWem for stores that handle both food and oilier 
things, ihv proWem of having to classify sales. Ij makes mo^e of a 
proWem for auditing than you get where all the retail sales are sub] eH . 
to it. You cannot get AWay entirely from it. You are bound to 
have some expenditures made at stores that would ^t be classified 
as beins: retail, aruKj^ou have difficulty where concerns do ^oth 
wholesali* and retail business/ ami so on. ' 

The niechftTiics of the thiVig, as I visualize it, to give the flat exj?mp- 
tion is simply to have issued to everybmly coupons representing the 
tax on $350 for che family, or «200 for an unattached individud, 
which he would have to get by applying, for it, just as he woidd have 
to get by applying for it, just as he would have to get in the matter 
of the ration card on ffaspline, sugar, and anything else. It would 
give an opportunity for complete, registration of the population, 
which could be used for a great; many purposes. The plan here 
attempted to l>e worked put did not involve asking a man to relate: 
it to his in<!ome at alk It is just like the basic exemption on.the income 
tax, it is irrespective of income. Give him these coupons and let him 
use them in payment for the stamps ftt the retail store, and use the 
stamps just the same, whether lie pays for them with coupons or 
with cash. It really amounts to giving htm a very, small amount of 
cash. If you have a^200 exemption the 12 percent rate is about $24 
for the single individual and with the $550 exemption it is about'$42 
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per funily. I t^Uik it k just as well to let people have o[>u|xm8 to 
pay the income tax. If you^y an inc<|]in%tax you can tium tfie whole 
batch of coupons m rather than bother with them at the store. 

Some people that Ij^^ked to about this plan, Fedexal Reserve 
people, have been.raUier favor|lble to the idea. They thought H was 
necessary to? make them nontran£(feralt^le. i| se^ms to me thaf the 
^ labor involved in trying to enforce the nontransfer requirement would 
be beyond all proportion to the benefits. If a southern sbajhecropper 
had such small e^nditures tUat he coiildvjiQt use that amount of 
coupons and sold them to somebodv at 50 cenfei on the 'dollar, J^e is 
ahead'that much. It is only a $10 or $12 subsidy. I. would say it 
is not worth bothering about JLrying to prevent^transfers of that sort. 
^ If you do hot give a bi^er Subsidy at the expense of the h^her in- 
come group thaa that amounts to you get oflF pretty weU/ T^at, 
• you see, could be applied just as well to Senator Danaher's plan as 
it could* to any professor's ^lan, or the sales-tax plan. It is totally; 
irrespective of whether you give receipts that are not wrth anything 
or receipts that some day may be worth sometliing if you have tlie 
national production Uiat would validate it. It is really wjmt a sav- 
inra certificate orva Government bond is based on. 

That is as far as I want to go, unless you havt some tiucstions, 

Senator*DAN.<HER. Y<«;plea^.^ I woiild like to take anHndividual 
family .of five people, a husban^a wife, onjj adult child, and two 
minors. I am assumin^thej^n^^ r^feonable fajofiily income of 
$3,600 or $4,000. Does||u?h oBBOie five, imder this plan, get the 
$200 ^oxth ©(^coupons? ^TSm 

Mr. Hardy, No. Under thi^^pm, tlfe one adidt child, if inde*-' 
pend^t, would. get the $208, and' tAe family would get the $35Cr. 

I might say these figures do not rest on, any verv cafmil analysis of 
what tne figure ought to be. Obviously that is ^a detail that would 
need a good deal of careful work if the piSil was ma<le puMic and advo- 
cated. That is the reason it is still in the confidential stage. L would 
not want to defend those figures. I think we coidd reach figures that 
we could defend; and that would be the i^ea that the people who arte 
independent economic units, who presumably -would file separate 
income-tax retiuns, v^oidd be the people who would be entitled^^ a 
separate coupon. The people who ar^ part of the familt group, on 
a sinde income, we would put them at $350, You could, of course, 
readily say that for a family with more than four you wottld give $50 
additional for eaeix additional member. That might' be justified. I 
would want to canvass that cA-tahily with the Treasury people. . 

Mr. JACOBfeTEiN. But if the children were all minors th^^amily is 
the unit. / ' ' - ; ^ ^ , 

Mr, Hardy. The, family is^the unit< just as it is for. income-tax 
purposes. ^ ^ 

. Senator Danaher. So that whatever tbe income-tax status is, that 
woidd determine the actual people who got the allowances? 

.Mr. Hardy. Well, it would bo baded in tlte»same way as the income 
tax. Take the case of ia person who has no income, for instance, a 
retired person,^ you see you would have handled the/cohsYmi^^tive: 
expenditure on whetther they were in fact a family or werT^ fact 
separate individuals. I suspeclj^you would have to make some special 
prov$i9n, for e?cample, for people in ini9tituti6ns. It would he rather 
at>stird to give each ^dividual in the poorfaouse the same amount of 
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coupons as an. individual "supporting himself indcwndontly. Each 
individualr in a prison woufd hardly be taken care of in the^ame way* 
Thj*re are a lot of things of that sort that would need to be ironed out 
before the stage of writing a bill. - ' \ * ^ 

Senator Danaheh. But the mechanics of making $ome exemption 
for low income grotips would pmcticaUy* be automatic? 

Mr. Hakdy. I <lo now see where it is any more difficult than ration- 
ing sugar. - ■ ^ 

SelVitOr.UAKAHER, It is a most tntert*sting su^estion. ^ 

S<*nator Ci-A«k,' Doctor, have you made any examination of the 
point that was raised here by the Xroasui-y the otljer day as to the 
question of administrative difficulty in counting these multitudinous 
stamps or coujX)n&, fmm the purely administrathe. standpoint? 

Mr. H^D.Y. I did not see these points raised. ^ 

Senator XT'i.auk. They were mised during some discu^ion tJiB 
other |day. ' ^ ' 

Mr. Hakuy. I <lo not know tlmt I can speak about it, but in general 
that objeetiou — this is p^^rltaps not veiy rii^ to sav, but, as far.as 
1 have heard, that objection is rai^tHl to c^ery new nscal device that 
is ever suggested. That dore not s&y it is not valid in this case and 
is valid in some other cases. 

I have been influenced, frankly, on the adpiinistratiye side, very 
heavily by one of my c«oHeagu<*s who worked with me on this, who 
Ims muoll more expert knowh^dge and is much more ot an expert iii 
this field than J, but unfortunately, or fortunately, he is ift the armed 
s<»rvices of the.yountry an<l I eauH^ refer the question -to him. 
I think basically the ans^R-er is Ujtdft niofpr^kM half of the States .in the 
Union are doing it, and apparif^ntly are fibmjgjit pretty srfccessfuUy. 
Mr. Da1i Si»lko, through thf Brookings Institution, jms made a 
considerable stud}^ of the thin^ 

, Mr. JxfOFSTEiN, Don't you want to add that Mr. Bi4ko pointed 
out that sueh difficulti<»s as are encountered in tlie Stateaiitre, partially 
at least, overcome when you have a uniform Federal tax? Within 
a State, tor instance, if you have a stamp tax you have to exempt 
interstate commerce. Th^re are a, lot .Qf problems that arise where 
you have a State sales tax or a State stamp tax. Where you have a 
'untform ;tax all over the* countrj^ by one adminis^tion, the Federal 
Cfovernment, it is easier to administer than a sum total 0(^8 States. 
. Now, that was Mr'MSelkoVconclusion. ^ 

S(»nAtor Clark*, How mrany States Kave stamp taxes? 

Mr, Jacobstein. I think he mentioned 25. \ . • 

Senator Clark. - In our State we/huve these little tokens. 

Mr. Jacohstein. I think he said there were 26. 

Mr. HARDt. How mfiny of them use stamps sold to the consumer 
jind how many of them report the direct returns 1 cannot say offhand. 

Senator Clark.* It is not importapt. ' . . 

Mr. Hardy. I think I have^an answer.to it; •* ' 

Senator (>i:ark. In Missouri we hav^ tliese little metal tokens. 

Mr. Hardy, ,Mr. Seiko . is very much impressed by the Ohio plan 
in ;w^hich they made a step toward , what you arc suffiestli^ in that 
M^f^y gave these' stikmps and mAde them redeemable if thfy we.rc» 
' <iontributed t^ ehurcbes, hospitSals, or^charitable orranizatioins tor a. 
percent?^ .of tnWr value, enough so that people would ask for them^ 
I am afraid I do not have the figures here, but thef^ ia. a considerable 
number. " ' - . . . 
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Mr. Jacorsteix. May 1 iiittTjoct liore in ordtM' to givp you' just 
o;iO' more itoni? 

Senator Ct.ahk. CcTtainly. ^ ' 

Mr, jACOBStEiN, I assume, Senator Uantth(*r, if the stamp plan 
that you an* advocjitin<r were in use the stamps wouhl he allixed by*, 
the retailer in a stamp l)Ook, so that the staipps eouhl not be resold 
in, the market, or to the n»tailor ami us<»d over again. 

SiMiator Clark. That is the next thhxg I was gohi^ to ask almut, 
the problem of lost eoupons, or the possibility of poople si4Uiig them 
at a diseount to sharpers, 

Mp: Jacobstkin. Th»t is right. As you purchase an \uHt\ you 
would have to submit vour book and affix the stamp ui that iWmk, 
so it would be impossible to tear jt out and s<»ll it apiin or use it over 
again by tln^ retailer. 

Mr. Hakdv. The stamp is perforated a<Toss, so the retailer lears 
the stamp aero5« and giv<»s half of it to*the pur^*haser ami turns in 
the other half with the re|>orl, s#> 4he half is not usable airain. 

S<*nator Danaher. There an* Si*veral ways in whirTi that non- 
negotiability of the stamps ran bt' guardinl. For example, as to all 
income earners who have a soc*ial security status the album could 
cany not only their signatnn' but their so<*i]|| sec'urity numbt^r, and 
it would Ih* us(*li*ss unlf^ss the album thus identificnl would Im^ tunuHi. 
back. 

Mr. Hardy. My only f«flinp is that if a fellow sp<*mls less than 
that amount he can only inv«*st ti in a Imml or savings stamps, and 
even if he does seil it to somelfodr • , he has to invest it in a savings 
stamp, so it is not Worth while w trying aiiout anyway. 

Senator Daxahkk. That iSthe point that I think most worried 
the Treasury. They fearrtl there wouM be createtl a black market , 
as they described it. i!i stamps b(Mng ni^otiatcil. 1 share your 
judgment that if you nt-gotiatinl all the stamps that could Ih* obtained 
at any one time it wmtld b«* infinitesimal in comparison with the 
gain of getting, sav. $3,00O,O0O,Ci00 a year into the Treasury currently. 

Mr. Hardv. That does not defeat the purposcv If the fellow who ' 
buys it cannot do anything but buy bonds anyway, the saving is madi; 
by somehody, and there is a jrreater saving and tlie Treasury is making 
a profit that is far mon* to the b€»nefil of the Treasury than the harm 
that it da«^. . 

/Mr. JAf'OBtiTEiN. You are mopping up the purchasing power 
whether it is sokl again or not. 
Senator Danaher. Precisi»ly. 

Air. JACOiiSTEiN. Don't you think, however^ for the hmw*! we 
ought to add here — and maybe the Senator will accept this thought- 
that if the stamp tax were made universal ami' compulsory^ to that 
extent a great number 6f employees who are now buying on a vohm- 
tary plan wouhl surrender the voluntary plan; that is, they wouKI 
not carry both. If 1 am earning $2,000 a year and paying 10 percent 
of my earnings for w^r bon<ls, that is $200, Now, f am compelle<l 
to save 10 percent again, and I will go to my employer and say^ "1 
caimot carry both.'* 

Senator Clark. That, of course, applies to the withholding tax 
lUnl any other tax. We have been <'Onsitlering the effect of a with- 
hohling tax on voluntary sales. 
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Mr. Jacohstein. The point I make is in computing what you would 
mop up j'ou cannot add the total $5,000,000,000 to what the Treasury 
now takes in. 

Senator Ci-ark, You wouid have 'to deduct the amount in volun- 
tary saving. 

Mr, Jacobstkin, That is right. 

Mr: Hardy. That is true in tlu^ other scales. As j-ou raise your 
<wpt>rale taxi»s, you are going to re<hice the amount of subscriptions 
to the other unit bonds. In other words, if you have got a compulsory 
iind voluntary system side by side, as you increase the scope of the 
<*ompulsory system you are going to narrow the field of the voluntary 
system. 

S<»n«tor Dakahkh. Do you feel, sir. that we may properlj'^ conclude 
that you believe this pro|H>saI to be workable? . ' 

Mr. Hakdy. Oh, y(»s; 1 think it is perfectly workable. 

Mr. Jacobstkix, That is not saying that something else is not also 
workable. 

Senator Danahkk. I undei-stand. The question of policy is not 
involv<Hl: it is just the feasibility and practicability of it. 

. Mr, Hardy, Yi»s. I never regarded one tax plan to be properly 
appraisinl by comparing it with another, imless there is some reason 
for it. You <'annot have both, anyway. 

S<»nator Daxahkh. It is a substatuial pri)blem that tlu* committee 
has <lropped in our hips, and whatever help we can get from any 
source is most welcouKv 

Senator Clark. We an* very thankfid to you gentlemen for coming 
up here and giving us your views. 

Senator Danaher. If any additional thoughts oc-cur to either of 
you that you would like to submit we would most happily receive them. 

Mr. Hardy. The only thing I want to say, it might be worth while 
to sen<l you these tables containing the estimates. 

Senator Clark. Will you give me those figures again, Doctor? 
That is the figures to raise the $5,000,000,000? 

Mr. Hardy. Yes, sir. I can send you the whole tabulation. 
That gives the figures for every income group. 

Senator Clark. I would like to have it. 

Senator Danaher. Thank you, gentlemen. 

Senator Clark. The comrnittee will recess until 10:30 tomorrow 
morning. 

(Whereupon, at the hour of 11:15 a. m., a recess was taken until 
10 a. m. of the following day, Saturday, August 22, 1942.) 



